National security, national interest and natural resources:
What should Canadians think about CNOOC's bid for Nexen?

Wednesday, October 17, 2012 — Ottawa ON

Speaking notes of Gordon Houlden

Key Points:

e Chinapolicyisone of the greatest challenges that Canadafacesinthe 21* Century

e Chinahas returnedtoits normal status as a Great Power—please note that | thisisa returnto a
normal status— even though there has been over 150 years since that was last the case

e Chinasitssolidly nowinsecond place in global GDP, but China has already begun.

e | have worked on Chinapolicy since 1981, working with every Prime Minister from Pierre
Trudeauto Stephen Harper.

e It has beenafascinatingjourney, butone which has been subject totwistsand turns—advances
and setbacks—as Chinahas itself changed.

e While still very much an authoritative political system, Chinacan nolongerbe saidto have a
Marxist economicsystem.

e While the story of CNOOCand other State-Owned Enterprises (SOEs) is before ustoday, we
needtorememberthat Chinaisreally now a story of the triumph of private enterprise..

e Heritage Foundation—Wall StreetJournal — 2011 index of econ freedom—2011 - % GDP in
Private hands—Japan, 37%, US 38.9%, CDA— 39.7%, France 52%, - China 20.8%.

e Chinadoeshave closedsectors, or partially closed sectors—but earlierthis year NDRC
announced that there will be 100 projectsin state sectors opened up to private investment
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e ButChinaisalsofurtheropeningupits economy to private investment, and Prime Minister Wen
JiabaoinJuly, 2012 signalled that there would be opportunitiesin the energy, telecoms,
railways, and education sectors for private investment.

e On October 16, 2012 China’s National Development Reform Commission announced that private
construction of China’s 3™ W-E gas transmission line would be authorized, as wellas a private
railway to bring coal from Inner Mongoliato Central China.

e  While we mayview the speed of Chineseinfrastructure developments as excessive, and without
adequate consultation with those individuals affected, our own record (especially the un-built
Mackenzie gas pipeline) is hardlyideal.

e | mentionthese developmentsto underline the factthat the China, and the Chinese economy
are dynamic, and evolving, and that the role of private enterprise there is expanding. Justas the
Chinaof 1970, when we established diplomaticrelations with the PRC, is now almost
unrecognizablefrom the Chinaof 2012, it is not unreasonable that the next generation of
Chinese developments will be equally ambitious.

o Chinahas beenthe largest developing country recipient of foreign investment since the 1980's —
often reachinglevels of $50 billion—but by 2014 net outflows more significant than the capital
inflows.

e We needhundreds of billions of dollars to develop our mineral resources —at least $200 billion
for the oil sandsalone. We need multinational involvement, and China sits on the largest pool
of available investment capital.

e While asoundbanking system and prudent fiscal management may have beenimportant
factors in preservingthe relative stability of the Canadian economy, the growing appetite for
raw materials was a majorfactor in helping Canadato avoid the shocks to the global economy of
2007-2008.

e Without Chinese economicgrowth Canadawould have suffered amuch more severe and
prolonged recession, occasioned by lower commodity prices, and adiminished global economy
(since 2007 Chinahas accounted forthe largest single factorin world economicexpansion).
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e |believethateverylarge foreigninvestmentinto Canadashould have to be reviewed—and to
meetthe testof netbenefitto Canadaas enshrinedin the Canadalnvestment Act.

e |supportthe national security testand the SOE test that the Government has added to the
Canada Investment Act since 2006.

e But the complex Sino-American relationship, | believe, is also playingintothe Nexen debate in
Canada.

e A Chinese SOE could notbuy a hot-dog stand in Chicago at this juncture without attracting
unfavourable attention from the Presidential candidates.

e EvenifNexenissoldto CNOOCthe Canadian oil production from CNOOC will continue to flow to
the United States for the foreseeable future, to be sold at discounted WTl rates, and without
access to the much higherBrent oil prices that could be obtained if we had access to broader
world markets.

e Yes,we must take into consideration views of our close ally and security guarantor, but
Canadian history would also point to the need to be cautiousin accepting US advice on our own
Chinapolicies.

e Inthe 1960’s —the US opposedthe sale of wheatto Chinaby the Diefenbaker government.

e Inthe 1960s and 1970s Canadian efforts to open diplomaticrelations with the PRCwere
strongly opposed by US until we discovered that President Nixon and his National Security
AdvisorKissinger were themselves conducting secret diplomacy thatwould openanewerain
US-Chinarelations.

e Before we beatourselves uptoo much over Chinese SOEinvolvementinthe Canadian energy
market, we mightrecall that Chinese SOEs are also presentinthe US, includinginthe energy
sector, and that while both Presidential candidates are “running against China”, the reality of
the past several US Administrationsis that once the electionis overthere the successful
candidate tends to recognize again the reality of China’s status as a Great Power.
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o Thisrecognitiontendsto be followed by a highly pragmaticUS Chinaforeign policy thatincludes
economiccollaboration as well as competition.

e GM's bestcustomeris China—a market more importanttoits future than the US market.

o The US Chamberof Commerce has distanced itself from candidate Romney’s call to declare
Chinaa currency manipulatorand the reality of 2012 is that most US Fortune 500 companies see
Chinaas essential totheirfuture, and have invested accordingly.

e CNOOCisitself already presentinthe US through a Joint Venture with Chesapeake Energy —
including investments of over $1 billionin shale gas plays.

e CNOOCalsohas alJointVenture with another SOE - Statoil in the Gulf of Mexico.

e CNPChas North Americaninvestments of over $4 billion in North America, while Sinopecalso
has a $2.5 billion joint venture with Devon Corporation, with energy propertiesin Ohio,
Louisiana, Oklahoma and Michigan.

e SOEs are widelyrepresented inthe Canadianand North American economies, from Japan,
Malaysia, Korea, France, and with Norway’s Statoil probably the largest SOE, with approximately
$20 billion of investmentin North American energy projects.

e Ifthereis onethingthatwe should have learned from42years of Chinapolicy, itisthat policy
balance isrequired —wild gyrations between an absence of any criticism and blanket suspicion

towards Chinaare problematic.

e Yes,we must take intoaccount national security concerns, as well as human rights concerns,
and China’s rising military profile in Western Pacificetc.

e Butletus alsoconsiderourowneconomicfuture - do we wantto avoid substantive economic
interaction, both intrade and investment with the world’s second largest economy?
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e (Canadaisaglobalinvestor—the mostactive single country in exploration for minerals and
energy. Nimble Canadian firms are finding and developing mineral resources in a host of
countries, including China.

e Chinaisthe only country whose trade offers to us some measure of relief from complete
reliance onthe US market.

e Thisis the vision of Canadian economicandtrade policy that| prefer—an aggressive export-
oriented world traderand global investor, thatalso accepts foreign investment onits own
shores, while safeguarding its own national interests and security.

o Butifwe examine Chinasolelythroughasecurity lens, without considering the broader political,
trade, economicfactors Canada risks having adistorted China policy thatis uni-dimensional, ata
time when other Western nations, almost without exception, are developing intensive and
broadly-based relationships with China.
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